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Lots of ingredients in this paper
• Kim-Wright term structure decomposition

• Text analysis of GS Chatterbox

• Survey of Primary Dealers forecasts and dispersion

• Blue Chip survey of forecast dispersion

• Text analysis of WSJ articles about Fed uncertainty

• Text analysis of WSJ articles about Fed mistakes

• Cieslak-Pang shock decomposition

• New intraday version of Cieslak-Pang shock decomposition

• Cieslak et al. text-based measures of policy stance and policymaker sentiment

• Event database of Fed speeches, statements, and minutes

• Event database of macro releases

… Plus a semi-structural, nonlinear theoretical model with four sources of uncertainty

… and 58 policymaker quotes!



Discussion outline

• The mechanism – theory and evidence
• Partly through the lens of Feldman and King, 2026, “Monetary-Policy Risk and 

Equilibrium Asset Prices”

• Recap of 2 main findings

• 3 measurement concerns

• 1 interpretation concern

• 1 possible (partial) alternative story



A general framework

   where vart[t+1] is time-varying.

Possible sources of MPR:
• Different perceptions of r* or *
• Different forecasts of demand (or other) shocks

• Market misperception of the policy rule

Importantly, a nonlinear rule can amplify other sources of uncertainty

𝑖𝑡+1 = 𝐸𝑡
𝑀 𝑖|𝑦𝑡 , 𝜋𝑡 , … + 𝜀𝑡+1

Caballero-Simsek 
“mistakes”

“monetary policy risk” (MPR)

Market perceives policy shocks as



Asset-pricing implications

Qualitatively, t acts like a standard monetary-policy shock on the 
macroeconomy (from the market’s perspective).

Effects on asset prices follow:

• t > 0 causes lower bond prices (higher rates) and lower real activity.
var[] ↑ → cov[pbond, c] ↑, so bond risk premia rise in response to MPR.

• t > 0 causes lower cash flows and higher discounting for equities.

var[] ↑ → cov[pstock, c] ↑, so equity premium rises in response to MPR.



Our event studies confirm this.

• Regressing asset price changes on innovations to short-rate 
uncertainty around FOMC announcements:

Source: Feldman and King (WP, 2026), extending Bauer et al. (EJ, 2022).

• Regression controls for changes in near-term policy path as standard “monetary-policy shock”

• Sample 1994 – 2024.



In a New Keynesian asset-pricing model…

• Endogenous policy response offsets some 
of the effects of higher MPR.

• Adjusting for this reveals big responses of 
yields and stock returns.

• Note: on average, MPR shocks last only a 
few quarters.

Source: Feldman and King (WP, 2026)

quarters after shock



Connecting this to CMP’s results

• Because it moves stock and bond premia together, MPR is contributes 
to the “common risk premium” (CRP).

• There seems to have been a large increase in MPR post-Covid, in part 
because of changes in the Fed’s framework.
• This likely depressed asset prices and restrained the economy.

• We agree with Cieslak, McMahon, and Pang about this basic story.
• Though their data are much more expansive than ours!

• Still some questions about how/when the uncertainty got resolved…



Cieslak-McMahon-Pang empirical claim #1
• Policy communication between mid-2020 and mid-2022 contributed to market 

uncertainty, increasing risk premia (MPR ↑)

• For example, concerns about policy “mistakes” rose during this time.



Cieslak-McMahon-Pang empirical claim #2
• After “hawkish pivot” in May 2022, communication succeeded in containing risk 

premia (MPR ↓)

• In their model, hawkish communication removes risk of a very asymmetric 
reaction function, causing var[] ↓. 



Measurement concern #1

• CMP rely heavily on Kim-Wright 
estimated term premium.

• But Kim-Wright model is one of 
many term-structure models.
• Doesn’t account for ELB.

• Models give different answers 
about magnitude and timing of TP 
changes.

• And, what about estimation 
uncertainty?

Sources: Opschoor & van der Wel, JBES, 2024; NY Fed.

ACM

10Y term premium estimates



Measurement concern #2
• Many of the tests rely on 10-year 

nominal term premia.

• But the risk here is primarily at a 
relatively short horizon.
• A speech today should not have 

much effect on perceptions of risk 
ten years from now.

• In our model an MPR shock has the 
biggest effects at the 2-3 year 
maturity.

• Also, real TP response has 
opposite sign of inflation risk 
premium.

Source: Feldman and King (WP, 2026)



Measurement concern #3
• CMP rely on Cieslak-Pang (2021) estimates of “common risk premia”

• Key identifying assumptions:  CRP shocks…
• …move stock prices and bond yields in opposite directions
 - We confirm this result for MPR shocks.
• …move long-term yields more than shorter-term yields
 - MPR shocks do not have this effect in our model.
- In event studies, the evidence is mixed:

1994 – 2024:

2020 – 2024:

MPR

MPR



Interpretation concern
• Early sample: TP and CRP rise as much on non-FOMC days as on 

FOMC days.

• Late sample: TP and CRP fall mostly on non-FOMC days.

• So this cannot be just about Fed communication.



Did MPR really fall after mid-2022?
• Dealers’ forecast uncertainty about policy rates 

rose consistently from 2020 - 2023.
• Increase was not due to macro uncertainty.

• Also, bond yields and implied vols kept rising 
through 2023.

Source: Feldman and King (WP, 2026)



Possible resolution: what about supply shocks?

• Uncertainty about supply also causes bond and stock premia to rise.
• And, this kind of uncertainty may persist longer.
• Shocks to aggregate supply were large during and after Covid.
• Fall of TP and CRP estimates in later sample could reflect the 

abatement of this risk.
• This would be consistent with MPR continuing to rise.
• Inflation-risk premium could distinguish the stories.



Summing up

• Detailed analysis of a singular period in Fed history.
• Lots of novel data and analysis.
• Important lessons for communications.
• Some room for additional robustness checks in measurement.
• Remaining questions about the importance of other sources of risk 

during this period.
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